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SUBJECT: DEPARTMENT OF HEALTH SERVICES COMMUNITY HEALTH PLAN 
PHARMACY SERVICE CONTRACT COMPLIANCE AUDIT 

The County Department of Health Services' (DHS) Community Health Plan (CHP) 
provides managed health care services to Medi-Cal recipients who enroll in the CHP. 
CHP members can fill their prescriptions at more than 800 contract pharmacies 
throughout the County. informedRx is the CHP1s prescription drug third-party 
administrator (Pharmacy Benefit Manager). informedRx is responsible for contracting 
with the pharmacies, processing and paying prescription drug claims from the 
pharmacies, and negotiating discounts and rebates with drug manufacturers. CHP paid 
informedk a composite rate for each prescription processed, less the copayments paid 
by CHP members, for a total of approximately $18 million in Fiscal Year 2008-09. 

At the request of CHP, we contracted with an independent Certified Public Accounting 
firm, Qiu Accountancy Corporation, CPAs (Qiu), to audit CHP's contract with 
informedRx. The audit was intended to determine whether informedk complied with 
the CHP contract. Qiu also conducted an automated analysis of 1.6 million prescription 
claims processed by informedk from July 1, 2008 through July 31, 2009. 

Review Summaw 

Qiu's report (attached) indicates that informedRx improperly processed 3,550 
prescriptions, totaling $244,172 in payments to informedk. These included 
prescriptions that were filled for non-covered medications; filled using a higher-priced 
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medication first, instead of a lower-cost medication; refilled too soon; and filled/refilled in 
quantities that exceeded the CHP's limits. As a result, Qiu recommended that 
informedRx refund the $244,172 to CHP, or provide additional documentation justifying 
the questioned transactions. 

The report also includes some operational recommendations. For example, Qiu 
recommended that CHP prepare a calendar of all informedRx performance 
requirements from the contract along with due dates, and verify that all performance 
criteria are met. 

It should be noted that auditors usually request the companylagency being audited to 
provide a management representation letter to confirm in writing: 1) statements they 
made to the auditor during the audit; 2) that they have disclosed all potential issues to 
the auditor; and 3) any other areas of uncertainty related to the audit. Qiu's report 
indicates that informedRx refused to provide a representation letter because, according 
to Qiu, informedRx disagreed with Qiu's findings regarding the number of improperly 
processed prescriptions. As a result, Qiu cannot determine whether informedRx 
complied with all the requirements of the contract. 

Review of Report 

Qiu met with CHP and informedRx to discuss the results of the audit. As noted earlier, 
informedRx disagreed with Qiu's conclusion that informedRx had processed some 
prescriptions improperly, and disagrees that they should repay CHP $244,172. 
However, informedRx generally agreed with Qiu's other contract compliance findings. 

CHP management indicated that they are working with informedRx to resolve the 
$244,172. Most of CHP's business is being transferred to LA Care over the next year. 
As a result, CHP does not plan to implement Qiu's recommendations to revise the 
informedRx contract. However, CHP management indicated they are working to 
address some of Qiu's other operational recommendations. 

Please call me if you have any questions, or your staff may contact Robert Campbell at 
(21 3) 253-01 01. 

Attachment 

c: William T Fujioka, Chief Executive Officer 
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